The purpose of this study is to investigate whether abnormal accrual mispricing acknowledged in accounting literature is a manifestation of documented value-glamour anomaly in finance literature. This study proposes the traditional value-glamour proxies (sales growth, book-to-market, earningprice, cash flows-price, and size) and CFO/P ratio (ratio of operating cash flows and stock price) to explain the mispricing of abnormal accruals.
Introduction
Despite somewhat strong evidence that the stock market is efficient, there have been scores of studies that have documented longterm historical anomalies in the stock market. Anomalies, by their nature, represent a challenge to existing theory, and have been motivating many researchers to find plausible explanations. Hence, investigating the incidence and generalisability of anomalies will provide additional insight into the nature of this challenge to capital market efficiency. This study investigates two well known phenomena, namely value-glamour anomaly and abnormal accrual mispricing, found in finance and accounting literature, respectively, using data from the Indonesian capital market.
In finance literature, value-glamour stocks anomaly is the most publicized anomaly and is frequently touted as the best strategy for investing (Graham and Dodd 1934; Thaler 1985, 1987; Summers 1986; Chan 1988; Conrad and Kaul 1988; French 1988a, 1988b; Jaffe et al. 1989; Fuller et al. 1993; and Kupiec 1993) . Value (glamour) stock is defined as a stock with high (low) ratios of fundamentals to price. The ratios include book-to-market (B/M), earning-to-price (E/P), and cash flowto-price (C/P). There is a large body of evidence documenting the fact that historically, value stocks are outperformed glamour stocks, and this phenomenon is robust to replication. Numerous studies employing data from non U.S. capital markets have come to similar conclusions regarding glamour and value stocks (Capaul et al. 1993; Sanders 1995; Chisolm 1991; and Keppler 1991) . Similar results also document using data from the Indonesian capital market (Susiyanto 1997; Warninda and Asri 1997; Sartono 2000; and Wahyuningsih 2000) .
The explanations among researchers regarding the value-glamour anomaly are divided into three different schemes. Firstly, Lakonishok et al. (1994) attribute the phenomenon to investors' error in expectations. They argue that investors overreact, in particular, investors are excessively pessimistic (optimistic) about value (glamour) stocks. Investors have lower (higher) expectations of future growth due to weak (strong) past performance of value (glamour) stocks. Secondly, another scheme of explanation is that value stocks are outperformed glamour stocks because the former is riskier (Fama and French 1992 , 1993 , 1996 . Thirdly, methodological problems with the measurement of long-term abnormal returns create an illusion of inferior returns to glamour stocks (Fama 1998; Kothari, Sabino, and Zach 1999) . This study is intended to provide insight by employing this anomaly to explain the mispricing of abnormal accruals documented in accounting literature.
Based on the accounting literature, accounting earnings can be disaggregated into two components that are accruals and cash flow from operation (CFO). Accruals and CFO should have different implication on one year ahead earnings expectations, or stated differently, they have different persistence. The accruals component should be less persistent than the CFO component. However, Sloan (1996) documents that a market fails to appreciate fully the lower persistence of the accrual component of earnings and, consequently, overprices total accruals. Using quarterly data, Collins and Hribar (2000) also find that the market overprices total accruals. Neither Sloan (1996) nor Collins and Hribar (2000) investigate whether the overpricing is due to abnormal accruals (discretionary accruals), normal accruals (non discretionary accruals), or both. Xie (2001) finds that the market overestimates the persistence of abnormal accruals, and consequently overprices these accruals. This result is consistent with DeFond's and Park's (2001) finding that the market overprices abnormal accruals because investors under-anticipate the future reversal of these accruals. The reported evidence of all these studies implies that the market mispricing of abnormal accruals is due to its inability to correctly assess the persistence of abnormal accruals. Pincus et al. (2005) provide international evidence about abnormal accruals mispricing employing a sample of 20 countries including Indonesia. They find that the accrual mispricing is more likely to occur in countries with a common law legal tradition where extensive use of accrual accounting is permitted and the strength of shareholder protection is weak.
In sum, one of the available explanations of both value-glamour anomaly and abnormal accruals phenomena is related to mispricing patterns. The reasons to expect that the two mispricing patterns capture the similar phenomenon are as follows: firstly, discretionary accruals as a component of total accruals are related to forecasted growth (Beaver 2002; and McNichols 2000) ; secondly, Decow et al. (1998) document that firms with high sales growth have large positive accruals (glamour stocks) while firms with low sales growth have negative accruals (value stocks); thirdly, both phenomena are associated with reversal of prior returns; fourthly, future abnormal returns related to value-glamour anomalies are concentrated surrounding subsequent earnings announcement (LaPorta et al. 1997; Sloan 1996) . Desai et al. (2004) find a new variable, namely CFO/P, operating cash flows measured as earnings adjusted for depreciation and working capital accruals scaled by price, captures mispricing attributed to the traditional value-glamour proxies (past sales growth, B/M, E/P, and C/P) and accruals. This finding suggests that the CFO/P variable can be considered an expanded valueglamour proxy. The CFO/P in Desai's et al. (2004) study can pick up the accr ual mispricing. This result is also consistent with Beavers's (2002) conjecture that the accruals anomaly is the glamour stock phenomenon in disguise.
The purpose of this study is to provide empirical evidence from the Indonesian capital market regarding the value-growth anomaly previously described, whether the anomaly is a manifestation of the mispricing of abnormal accruals. There has been no study investigating whether the accrual phenomenon is a manifestation of the valueglamour stocks anomaly in the Indonesian capital market. This study is important because, firstly, it contributes an important piece to the puzzle surrounding the two related anomalies; secondly, it discovers a variable that subsumes abnormal returns related to both accruals and the traditional value-glamour proxies as found in Desai et al. (2004) ; thirdly, it facilitates a further investigation about what exactly the market misprices -accounting manipulation through accruals, or cash flow information, or expectations about future growth. To find out why the accruals and value-growth stock anomalies occur will contribute to the literature on the connection between institutional and corporate governance structures and the uses of accounting information in equity market.
Related Studies and Hypotheses Development Anomalies and Market Efficiency
Anomalies are empirical results that seem inconsistent with maintained theories of asset pricing behavior. They indicate either market inefficiency (profit opportunities) or inadequacies in the underlying asset-pricing model. Finance and accounting literature pays a great deal of attention to the efficiency of capital markets. Research in this area most commonly examines market anomalies, which are defined simply as predictable abnormal returns (Ball 1992) .
At the fundamental level, anomalies can only be defined relative to a model of normal return behavior. Fama (1970) notes this fact early on, pointing out that tests of market efficiency also jointly test a maintained hypothesis about equilibrium expected returns. Thus, whenever someone concludes that a finding seems to indicate market inefficiency, it may also be evidence that the underlying asset pricing model is inadequate.
However, it is also important to consider the economic relevance of a presumed anomaly that will be addressed in this study. Jensen (1978) stressed the importance of trading profitability in assessing market efficiency. In particular, if anomalous return behavior is not definitive enough for an efficient trader to make money trading on it, then it is not economically significant. This definition of market efficiency directly reflects the practical relevance of academic research into return behavior.
Value-Glamour Anomaly
The value-glamour phenomenon refers to the empirical regularity that value socks are outperformed glamour stocks. Value (glamour) stocks are identified with the low (high) past sales growth, high (low) B/M, E/ P, and C/P. A trading strategy employing these ratios, commonly called a contrarian strategy, results in economically significant abnormal return.
In an influential paper, Lakonishok, Shleifer, and Vishny (1994) atribute the superior (inferior) performance of value (glamour) stocks to errors in expectations on the part of investors about future growth prospects of these firms. Lakonishok et al.(1994) posit and find that value stocks are underpriced because investors appear to extrapolate poor past growth rates into the future and, hence, are pessimistic about such stocks. On the other hand, investors are overly optimistic about glamour stocks and have higher expectations of future growth because these firms have strong earnings and growth in the past. As growth rates mean-revert in the future, investors are positively (negatively) surprised by the performance of value (glamour) stocks. Numerous studies of foreign stock markets have come to similar conclusions regarding glamour-value stocks anomaly (Capaul et al. 1993; Sanders 1995; Chisolm 1991; and Keppler 1991) . Similar results are also documented using data from the Indonesian capital market (Susiyanto 1997; Warnin and Asri 1997; Sar tono 2000; Wahyuningsih 2000) . Accordingly, the hypothesis related to value-glamour stocks can be stated as follows: Abnormal Accrual Mispricing Sloan (1996) demonstrates that a trading strategy based on long (short) position in stocks that are in the lowest (highest) decile of accruals generate significant abnormal returns in the following year. Sloan's results are anomalous to capital market efficiency, and the anomaly appears to stem from the inability of investors to recognize differences in persistence between the accruals and operating cash flow components of earnings. That is, investors implicitly assign a higher weight to accruals in pricing stocks ignoring that accruals mean-revert more rapidly than operating cash flows. Subramanyam (1996) demonstrates that the overpricing of total accruals that Sloan (1996) documented is due largely to abnormal accruals. Hong Xie (2001) , in his study also finds the mispricing of abnormal accruals. The results are robust to five alternative measures of abnormal accruals, and still hold when he estimates abnormal accruals after controlling for major unusual but largely nondiscretionary accruals. This finding is consistent with the notion that the market overprices the portion of abnormal accruals stemming from managerial discretion.
A number of studies have shown that the accrual phenomenon is robust across various samples of U.S. firms (Collins and Hribar 2000; Bradshaw et al. 2001; Zach 2002) . Similarly, Pincus et al. (2005) provide international evidence about the accruals phenomenon employing sample of 20 countries including Indonesia. Accordingly, the hypothesis related to abnormal accrual mispricing in which earnings expectations in stock prices overweight the lower persistence of the accrual component of earnings, can be stated as follows: 
The Use of Value-Glamour Proxies to Explain the Abnormal Accrual Mispricing
As described previously, the anomaly of value-glamour stocks occurs because investors extrapolate past growth in sales, earnings, and cash flow, and realize subsequently, mostly at the time of future earnings announcements (La Porta et al. 1997) , that such growth is not sustainable due to the mean reverting of growth rates. Similarly, the accrual phenomenon occurs because investors extrapolate past earnings into the future and are surprised when earnings announced subsequently are lower or higher than expected due to accruals reversals. Thus, both phenomena relate to errors in expectations about future fundamentals, in turn, there must be a certain proxy that can link the two corresponding phenomena.
This study examines whether the abnormal accrual phenomenon is an aspect of the value-glamour anomaly documented worldwide in the finance literature (Fama and French 1998) . Desai et al. (2004) show that the accrual phenomenon and the valuegrowth anomaly are captured by abnormal returns to a new variable, CFO/P, in the USA. 
Methodology Data
Financial data and capital market data are collected for all firms listed on the Jakarta Stock Exchange from financial report database of Jakarta Stock Exchange and PDPM database of Accounting Development Center of Universitas Gadjah Mada. The period of coverage is 1990-2004.
All firms with available data are included in the sample. Following Lakonishok et al. (1994) financial firms, such as banks and insurance companies, are excluded because of peculiarities in the accruals for such firms. Firms with negative book values and earnings are also eliminated because B/M and E/ P for such firms do not lend themselves to intuitive interpretation as a growth proxy.
Variable Definitions
The following are variables used to proxy value-glamour stocks:
-SG (past sales growth) measured as the average of annual growth in sales over the previous three years.
-B/M measured as the ratio of the fiscal year-end-book value of equity to the market value of equity.
-E/P measured as earnings after tax scaled by the market value of equity.
-C/P measured as earnings after tax plus depreciation scaled by market value of equity. The analysis focuses on comparing the abnormal returns due to accruals and the traditional value-glamour proxies. The abnormal returns are computed after forming portfolios based on the four traditional variables of value-glamour stocks and one variable of accruals. Each firm is ranked and assigned into quintiles based on each variable used to identify value-glamour stocks and accruals. Annual raw buy-and-hold returns and size-adjusted returns for each firm are calculated for each of the one year after portfolios are formed. At the end of each year, the portfolio is rebalanced. The annual size-adjusted return for a firm is the difference between the annual buy-and-hold return for the firm and the average annual buy-and-hold return of the size quintiles portfolio to which the firm belongs. 
Statistical Model and Hypothesis Testing
To facilitate the test of Hypothesis 1, 2, and 3 the following tests are conducted:
Basic hedge test
A basic hedge test is used to observe mean differences of portfolios' returns in the extreme (the lowest and the highest) quintile. A simple T-test procedure is used to measure the significance of the difference. H 1 is supported when:
-Portfolios in the lowest quintile of sales growth should be significantly outperformed by those of in the highest quintile.
-Portfolios in the highest quintile of B/M, E/P, C/P, CFO/P, SIZE should be significantly outperformed by those of in the lowest quintile.
H2 is supported when:
Portfolios in the lowest quintile of abnormal accruals (ABACC) should be significantly outperformed those in the highest quintile.
Regression approach
The regression approach used to test H 1 , H 2 , and H 3 follows Fama's and MacBeth's (1973) model. Portfolios are formed using the same procedure described above to determine quintile ranks. The scaled rank for each variable is computed for each year by annually ranking the corresponding variable value into quintile (0 to 4) and dividing the quintile by 4 such that each observation related to the corresponding variable takes a value ranging between 0 to 1.
The regression models are stated as follows:
Model I:
Model II: -SG quint is negative and significant, following the effect of value-glamour anomaly.
-BM quint is positive and significant, following the effect of value-glamour anomaly.
-EP quint is positive and significant, following the effect of value-glamour anomaly.
-CP quint is positive and significant, following the effect of value-glamour anomaly.
-SIZE quint is positive and significant
To test the H 2 , the expected signs of coefficient of each variable in Model II are as follows:
-ABACC is negative and significant, following the effect of mispricing abnormal accrual.
-NACC is not significant.
To test the H 3
, the expected sign of ABACC coefficient is not significant after controlling with value-glamour proxies, as shown in Model III. ) are negative (-0.15 and -0.24, respectively) across firm-year observations suggesting that depreciation dominates other working capital accruals.
Empirical Analysis Summary Statistics of the Data
The mean, minimum, and maximum of B/M and E/P ratios are positive because some firm-year observations are excluded, especially during the crisis period (1998) (1999) (2000) , due to negative book values and earnings, respectively. Before excluding the negative book values and earnings, there are 735 firm-year observations. After excluding the negative ones, there are 565 firm-year observations. This study ends up with 540 firmyear observations after removing outliers.
The minimum and maximum of all value-glamour proxies are more than three times the standard deviations. However, the relative wide range in value-glamour variables does not affect the result due to the use of quintiles rank as opposed to actual values.
The correlation matrix in Panel B shows the Spearman and Pearson correlations among the variables of interest. Using the Spearman correlation matrix, TACC/TA t-1 has a high negative correlation of -0.552 with CFO/P ratio. C/P and CFO/P ratios also have a high positive correlation of 0.596. This correlation is in line with the way the ratios are computed. The C/P ratio has a high positive correlation with the B/M and E/P ratios, while LNSIZE has a negative correlation with B/M and C/P ratios. The Pearson correlation matrix shows similar results.
Results of Basic Hedge Tests
The basic hedge test reports returns to an unconditional value-glamour stocks and accruals strategy. Employing basic hedge strategy means taking a long position on portfolios that will generate higher future returns (RET t+1 ), and a short position on portfolios that will generate a lower future returns. This strategy will result in a positive future returns. The portfolios in the extreme quintiles (quintile 1 and 5) meet this requirement. Table  2 reports raw returns (RET 1 ) and size adjusted returns (SAR 1 ) for each of the following year after portfolio formation. The returns are buyand-hold returns for 12 months after portfolio formation (month +1 to +12). Panels A to F of Table 2 replicate the strategy using the value-glamour proxies, such as SG, B/M, E/P, C/F, CFO/P, and LNSIZE. Value (growth) stocks are identified by firms in the lowest (highest) quintile of B/M, E/P, C/P, CFO/P, and LNSIZE. Value (glamour) stocks generate higher (lower) returns (R1) and size-adjusted returns (SAR 1 ). SG strategy has a reversed direction. Except for LNSIZE strategy, the directions of one-year future returns and size-adjusted returns of SG, B/M, E/P, C/P, and CFO/P strategies, as shown in column 7 of Table 2 , are consistent with the usual value-glamour strategy. However, the magnitudes of the return differences are not statistically significant. The reason is due to short periods of year observations which is only 11 years data available to form portfolios.
Panel G to I of Table 2 reports the one year return and size adjusted return to the accrual strategy. Only strategy using normal accruals (NACC/TA t-1 ) can earn positive returns and abnormal returns. The lowest accruals quintile earns a return of -5.4 percent in the post formation year while top quintile of accruals earns an average return of -15.6 percent. Using size adjusted returns, the firms in the bottom quintile of accruals earn a return of 0.9 percent and those in the top quintile earn an abnormal return of -9.8 per-cent. Consistent with Sloan (1996) , returns associated with the extreme low-accruals portfolios are higher while those related to the extreme high accruals portfolio are lower. Even though the directions of the results are consistent but they are not statistically significant. As in value-glamour strategy, the same reason lends support to these explanations.
The results of the basic hedge test are only able to confirm the directions of the returns of value-glamour and accruals strategies stated in H 1 and H 2 . However, the magnitudes of the return differences are not statistically supported. Table 3 reports the regression coefficient of each variable of value-glamour proxies. The results indicate that, individually, each value glamour proxy, except for SG and LNSIZE, can explain the variation on oneyear future abnormal returns (SAR1) across firms. Putting all value-glamour proxies in one regression model, the study shows that E/P ratio is the only variable that can explain the variation of one-year future abnormal return.
Regression Results
Individually, E/P, C/P, CFO/P ratios have a strong positive relation with SAR1, the relations are statistically significant at 1 percent alpha level with the regression coefficients of 0.284, 0.133, and 0.142, respectively. B/M has a positive relation with SAR1, and the relation is statistically significant at 5 percent alpha level with regression coefficient of 0.106. The multiple regression employing all value-glamour proxies results in just one variable, E/P, that has a positive relation and significance at the 1 percent alpha level with SAR1 with regression coefficient of 0.300. This result indicates that E/P ratio is able to pick up the value-glamour proxies represented by SG, B/M, C/P, CFO/P, and LNSIZE ratios in the regression model. Thus, as stated in H1 that performance of value stocks characterized by the firms with high B/M, high E/P, high C/P, high CFO/P are outperformed that of glamour stocks characterized by the firms with low B/M, low E/ P, low C/P, and low CFO/P, respectively, is supported. Additionally, E/P ratio subsumes the anomaly represented by the other valueglamour proxies. Notes: ***, **, * refer to significance at the 1%, 5%, 10% level, two-tailed, respectively. The sample (540 firm-year observations) comprises of all manufacturing firms listed on Jakarta Stock Exchange from 1993-2003. Table 4 shows that the regression coefficient of total accruals, abnormal accrual, and normal accrual (TACC/TAt-1, ABACC/ TAt-1, and NACC/TAt-1) on one-year future abnormal return (SAR1). Only abnormal accrual variable has a negative and significant relation with SAR1. The regression coefficient is -0.039 and significance at 5 percent alpha level. This result supports the H2 that the higher (lower) the accruals the lower (the higher) the one-year future abnormal returns. Thus, this study presents empirical evidence of abnormal accrual mispricing. Table 5 shows the regression of oneyear abnormal return (SAR 1 ) on value glamour proxies and accruals. The results indicate that, individually, value glamour proxies represented by E/P and CFO/P only that can pick up the abnormal accrual mispricing on one-year future returns across firms. Thus, abnormal accrual mispricing phenomenon is subsumed in the value-glamour anomaly (that can be represented by E/P and CFO/P) as stated in H3 is supported.
Putting all the abnormal accrual, normal accrual, and value-glamour proxies in one regression model, the study shows that E/P ratio is the only variable that can explain the variation of one-year future return. The regression coefficient of E/P ratio is 0.294 and statistically significant at the alpha level of 1 percent. This result indicates that E/P ratio is not only able to pick up the abnormal accrual mispricing, but also value-glamour proxies represented by SG, B/M, C/P, CFO/P ratios, and LNSIZE in the regression model. Thus, this study presents a simple variable of E/P ratio that can control the accrual Notes: ***, **, * refer to significance at the 1%, 5%, 10% level, two-tailed, respectively. The sample (540 firm-year observations) comprises of all manufacturing firms listed on Jakarta Stock Exchange from 1993-2003. mispricing and value-glamour anomaly in Indonesia stock market. This result is similar to Desai's at al. (2004) study that presents a new variable of CFO/P to control the two phenomena in the US stock market.
Conclusions
This study investigates whether accounting accrual anomaly acknowledged in accounting literature is a manifestation of documented value-glamour anomaly in finance literature. To accomplish this purpose, the study firstly confirms the existence of value-glamour and accruals anomalies using a sample of 540 firm-year observations of companies listed in Jakarta Stock Exchange (JSE) from the periods of 1993 to 2003.
The results of this study show that, individually, B/M, E/P, C/P, and CFO/P ratios can be used as value-glamour proxies in the Indonesian capital market. Related to accrual phenomena, only abnormal accrual produces the mispricing phenomenon. Individually, only either the E/P or CFO/P ratio can pick up the mispricing attributed to abnormal accruals. These results can be interpreted as follows: (1) as captured by the E/P ratio, abnormal accrual mispricing is due to the market's inability to understand managers' attempts to manage reported earnings; (2) as captured by the CFO/P, the market is unable to assess the persistence of cash flows. From a practical standpoint, this study has simplified the research agenda related to asset pricing. The result suggests that a researcher can control for the abnormal accrual mispricing and the value-glamour anomaly parsimoniously via just one variable, the E/ P ratio. It follows the rationale that investors in the Indonesian capital market use the E/P ratio as the main valuation method to determine the buy-hold investment strategy in capital market.
The study does not investigate further the underlying cause of the E/P anomaly. It is possible that the underlying causes of the two phenomena, namely abnormal accrual mispricing and value-glamour, may be different but can be captured with the same variable, namely, the E/P ratio. It is worth noting that there is no consensus in finance literature about the causes of the value-glamour anomaly itself. These remaining open questions are the limitations of this study that are left for future research.
